State of Georgia
TBart I, Gral
Commissimer Bepartment of Revenue

Suite 15300
1800 Century Woulebard
Htlmnta, Georgia 30345
(404) 417-2100

NOTICE
IT-2010-3

RE: Proposed Amendment to the Department of Revenue, Income Tax Division,
Rule 560-7-8-.42, entitled “Tax Credit for Qualified Research Expenses.”

TO ALL INTERESTED PERSONS AND PARTIES:

In compliance with O.C.G.A. § 50-13-4, the Georgia Department of Revenue gives notice that it
proposes to amend Chapter 560-7-8 of the Rules and Regulations of the State of Georgia by
amending Rule 560-7-8-.42, entitled “Tax Credit for Qualified Research Expenses.”

Attached with this notice are the exact copy and synopsis of the proposed Rule. The proposed
Rule is being adopted under the authority of O.C.G.A. §§ 48-2-12 and 48-7-40.12.

The Department of Revenue shall consider the adoption of the above referenced Rule at 10:00
a.m. on 4 , 2010 in Suite 15200 of the Department’s headquarters at

1800 Century Blvd NE Atlanta GA 30345 3205.

The Department must receive all comments regarding the above referenced proposed Rule from
interested persons and parties no [ater than 10:00 a.m. on : ,2010.
Written comments must be sent to: Commissioner, Georgla Department of Revenue 1800
Century Blvd. N.E., Suite 15300, Atlanta, GA 30345-3205. Electronic comments must be sent to
regcomments@dor.ga.gov. Facsimile comments must be sent to (404) 417-6651. Please
reference “Notice Number IT-2010-3” on all comments.

Dated: ma&«, ) // 2010
’ ﬂ/

Bart L. /Graham
Commissioner
Georgia Department of Revenue

Zin €oual @pportunity Emploper

C%ﬁ#@eorgio

My Lomm;ssion Explres Nov. 19, 2012




SYNOPSIS

GEORGIA DEPARTMENT OF REVENUE
INCOME TAX DIVISION

CHAPTER 560-7-8
RETURNS AND COLLECTIONS

560-7-8-.42
Tax Credit for Qualified Research Expenses.

Rule 560-7-8-.42 is being amended to clarify certain provisions of the rule. This | Rule is
necessary for the effective administration of the Department’s duties under O.C.G.A. § 48-7-
40.12.

Paragraph (1) providesr the purpose of the regulation.

Paragraph (2) provides definitions for the regulation.

Paragraph (3) specifies the eligibility requirements for the credit.

Paragraph (4) specifies the credit amount.

Paragraph (5) provides the procedure for claiming and utilizing the credit.

Paragraph (6) specifies the carry forward for the credit.

Paragraph (7) specifies how a pass-through entity utilizes the credit.

Paragraph (8) provides the effective date for the amended rule.



Returns and Collections Chapter 560-7-8

RULES
OF
DEPARTMENT OF REVENUE
INCOME TAX DIVISION

CHAPTER 560-7-8
RETURNS AND COLLECTIOH:SEgE{%

(1) Purpose This rule pr0v1des guldanceﬁ;’concermng the im-
n of theglncome tax credit under

ST

(2) Deflnltlons**ASsuse Lin

(a) Base A Amount The%erm “base amount” means the product

of a busmess enterpmse 3 Georgla gross receipts in the current tax-
N e

able year“and the average of the ratios of its aggregate qualified

Y
research-experi%%s to'Georgia gross receipts for the preceding three

this regulation:

ta)‘{ab\ls years orhG)z»%OO whichever is less; provided, however, that a
busmess,pnterpnse need not have had a positive taxable net income
for the precedlng three taxable years in order to claim the credit.
“Georgia gross receipts” shall be the numerator of the gross re-
ceipts factor provided in subsection (d) of O.C.G.A. § 48-7-31. If
a business enterprise had no Georgia gross receipts during any one

or more of the three preceding tax years, the base amount shall be
the product of the current year Georgia gross receipts and 0.300.




Chapter 560-7-8 Returns and Collections

(b) Business enterprise. The term “business enterprise” shall
have the same meaning as in Revenue Regulation 560-7-8-.46.

(¢) Qualified Research Expenses. The term “qualified re-
search expenses” means qualified research expenses for any busi-
ness enterprise as that term is defined in Section 41 of the Internal
Revenue Code of 1986, as amended, except that all | wage: paid and

o
all purchases of services and supplies must be /for researich con-
ducted within the State of Georgia. x‘\*\%\ ¢

.
(3) Establishing Eligibility for the%(‘_’,‘f"edlt y&bumnéé enter-
prise that has qualified research expenses\ in Georgwu in a taxable

ternal Revenue Code of 1986 ﬁas am :'ded>sha1;1 be eligible for the
credit. . 1 o

(5) ‘:’?-Glalmm}é the Credit. For a business enterprise to claim
the researchrtax credit, the business enterprise must submit Form
IT-RD and Federal Form 6765, from the entity generating the
credit, with its Georgia income tax return for each tax year in
which the qualified research expenses were incurred.

(2) Withholding tax. A newly formed business enterprise,
which is in its first five years of operations in this state, whose

2



Returns and Collections Chapter 560-7-8

credit amount exceeds 50 percent of the business enterprise’s re-
maining Georgia net income tax liability after all other credits have
been applied may elect to take the excess credit as a credit against
such business enterprise’s quarterly or monthly withholding pay-
ments under Code Section 48-7-103. The withholding tax benefit
may only be applied against the withholding tax account used by
the business enterprise for payroll. In the event the busm%ss enter-
prise is a smgle member limited liability comp; y that I disre-
garded for income tax purposes, the w1thho}g“1ﬁ1;k1g tax benelit may
only be applied against the withholding tax411ab111{y that is at%rlbutu
able to wages paid by the single member I .tedxllablhtyjcompany
A business enterprise must notify the€ 0mm1s"'gner gach year of
their irrevocable election to take all orﬁwa,,part ) :the’f{credﬂ against
the quarterly or monthly wﬁhholdmg tax 1 payment for such busi-
ness enterprise. When this electlon i§imade, &the excess research
tax credit will not pass thr u%h to théq\:‘sh;fzeholders partners, or
members of the bu31nes§e erpnsey 1f th16 business enterprise is a
pass—through entity.

1. Notice o aI ntent. xﬁo gfﬁlm any excess tax credit not used
on the income ta}}\ turn agamst the busihess enterprise’s with-
Yuthe business enterprlse must file Revenue

th1rty (30) days prior to the due date of the

oceurs ﬁrs{ Failure to file this form as indicated will result in dls-
allowanc‘t;“’e/f the withholding tax benefit.

2. Review Period. The Department of Revenue has ninety (90)
days from the date the income tax return claiming the tax credit is
received to review the credit and make a determination of the
amount eligible to be used against withholding tax.



Chapter 560-7-8 Returns and Collections

3. Letter of Eligibility. Once the review is completed, a letter
will be sent to the business enterprise stating the tax credit amount
which may be applied against withholding and when the business
enterprise may begin to claim the tax credit against withholding
tax, The Department of Revenue shall treat this amount as a credit
against future withholding tax payments and will not refund any
previous withholding payments.

in a taxable year shall be allowed to be carried forward fer ten
years from the close of the taxable vear in “which’ the\quahﬁed re-
search expenses were made, gf RN

ww-gérsﬁ”{ﬁ

(__)_Pass-through Entities -‘~W§1en tﬁi"busmess enterprlse isa
tax credits will pass to its members, shareholders or partners based
on the year ending proﬁtﬁé?s percentage;and the limitations of this
regulation. The credlt f\uggﬂs{;v%/ﬂl 1n1t1a11y be filed with the tax re-
turn of the busme{ss it Tpriseto establish the amount of the credit
available for passithrough: The Eredit will then pass through to its
shareholder erﬁ‘bers, or’ partners to be applied against the tax
11ab111ty oft A th i 1nc?3*’“mewta returns. The shareholders, members,
or partners~i aymnot claim any excess research tax credit against
thel%“’ifﬁh()ld ng tax-liabilities. The credits are available for use as
a érédit b the\ﬁh tholders, members, or partners for their tax year
in wh?(\:h the i income tax year of the pass-through entity ends: For
example: \A partnership earns the credit for its tax year ending
January 31", 2010: The partnership passes the credit to a calendar
year partner. The credit is available for use by the partner begin-
ning with the calendar 2010 tax year.

€A(8) Effective Date. This regulation as amended shall be ap-
plicable to taxable years beginning on or after January 1, 2009.
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Returns and Collections Chapter 560-7-8

Taxable years beginning before January 1, 2009 will be governed
by the regulations of Chapter 560-7 as they exist before January 1,
2009 in the same manner as if the amendments set forth in this
regulation had not been promulgated.

Authority 0.C.G.A. §§ 48-2-12 and 48-7-40.12.




